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IUTRODUCTION 


The leasing or tribute system has been aa immortant factor in the devclop- 
ment of our mctal-mining industry, varticularly in the gold and silver inines of 
the Western States. It has received its widest annlication in the early history 
of many camms and in the last-.stages of many mines. The system is especially 
adapted to mining where the ores ncecur in narrow veins or are erratically dis- 
tributed in small bunches or pockets so that seloctive mining, hand sorvinz, 
screening, or hand cobbing is reaaired to produce shipving or milling-grade ore. 
The leasing system is elso applicable to the development of prospects where the 
cwners are waeete or Devens to assume the risks of searching for ore, 


The Arie of bia system lies in the spuor tunity it affords miners with 
little capital to get started; at the same timc, it gives owners an opportunity 
to have their property developed at small cost. 


In the following pages leasing in defined; a bricf history of the system 
is given; its advantages and disadvantaces discussed; and as an aid in drawing 
up a lease the terms ordinarily included cre set forth, In regard to the terms 
of a lease the statements should be taken as illustrative rather than applying 
exactly to average operating conditions. In the final analysis, just how the 
details of tne leasing system can be applicd to a property is a problem which 
must be worked out in cach case, 


DEFINITION OF L&ASING 


The torm "lease" as ordinarily uscd in metal mining is a written or 
verbal contract for tne exclusive posscssion and usc of real property with 
specified restrictions, for a definite time, and for a stated consideration 
called rent, royalty, or tribute, payable at fixed times with money, in part 
of the product, or an agrecd percentagc of the proceeds derived from the salo 
of the mineral. The last-mentioned method of payment is the one commonly 
employed in the United States, The party taking the lease is variously callicd 
a grantee, lessee, tributor, adventurer, or chlorider. 

1 = The Burcau of Mines will welcome reprinting of this paper, providing the 
followin: footnote acinowledement is used; "Reprinted from Bureau of Mines 
Information Circular 6774." 

2 Associate mining engineor, U. S&S. Burcau of Mines. 
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According to Lindloy2 mineral in place is land and an cstate in such 
mincral may exist as an entity ontirely separate from tho overlying surface. 
foroval of mincrals from the land is an act which constitutes permanent de- 
struction of real estate. Unlike a business lcase the relation of landlord 
and tenant in a mining lease docs net contemlate destruction of the estate, 
and sucn destruction cannot he called use Therefore, while the contract is 
in neme a lease it amounts to a sale and ae so-called royalty is purchase 
money Tor real estate, | 


The California courts have held that a contract giving the right to work 
2. mine for a certain time (the gross profit to be divided between the parties) 
is not a lease; that such contract docs not create the relation of landlord 
ia tenant Fut fixes a rule of comocnsation for services rendered, and that 
all its essentials it is a contract ox labor to be performed and paid for 
= a share of the prof Sites 


According to this interpretation leasing may be defined as a pro-rata 
method of paying miners! wages.. It differs from the contract system of paying 
waces used at some mincs, by malting the miner a sharer in the rislz as well as 
in the profit. 


Althouzn it may be difficult to deteriaine the correct legal name for the 
contract omployed, this is less imoortant from a practical viewpoint than 
accertaining from the contract tne respective rights of the contracting 
Parcies. | 


In som> States a vorbal lease on mining property is as binding as a 
written one, wnich is contrary to the genoral law that any transfor in tno 
interest of land shall be void unless in writing. However, it is best for 
tue protection of both parties that a mining lease be in writing and provorly 
recorded, ‘ 


Lessees are not alvays individuals but may consist of a number of nen 
associated as a company for the specific purpose er lcasing. 


Leases are not confined to mincs prepor and prospects but may also 
l:icluce mine dumps, mill tailings, or mills, whick contain recoveratle 
minerals, 


BCHD AWD LAs 


The term "bond and lease!" as epplied to mining is commonly used to cover 
& eontract wnereby tue orner of the vronerty agrees to seli it at a statrcd 
orice and dcliver a velic. deed for it before the leasc expires. A bend and 
Lease provides for the vossession ani working of the proverty by the lossoc, 
usually with the right to qopruprietc tne mineral, witn payment cL sticulatcca 


— es eee ee ee ee eee 
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5. sneloy,, Curbis ls, Lindley On Tanes? 40. -et., “VOl. j6.25la, DD. GleneoNss. 
‘4 Minins and Sciontitic Press, vol. 39, L304, De: De 
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royalty on the ore extracted. It usually gives the lessee amnle time in which 
to determine the merits of the property, enc in the event of disanpointment in 
its worth, ne may terminate the contract. Since the valuc of mineral land 
with little or no ore in sizht is oxtronely difficult to determine, a bend and 
lease on a pronerty; furnishes the lessen an incentive to do cxploration and 
develovument worl to demonstrate the values of the nroverty before purchase, 


HISTORICAL DEVELOPMENT OF THE LEASING SYSTEM 


The evolution of the leasin:: system is historically interesting, since it 
has played a prominent vart in the development of nining from remote times, 


” ° 


In ancient Greece the mines were considered the property of the state and 
were worked by lessees who paid tribute to the state either in tne form of 
initial purchase or annual rent. ‘this conception cf mincral-~land ownershin 
was inherited from older civilizations. 


Under Roman law, likewise, the mines obtained by congucest belonged to the 
state, wnich leased tism to operators or worked them directly with slave labor, 


Before the 13th ecntury the miner or landlord had few rights to mincrals, 
but with the rise of individualism about this time a number of chartors apdcar- 
ed in Zurope end E.cland which confirmed to mining communities certain privi- 
legcs but all reserved tne regalian right whereby sonc minerals, particularly . 


gole and silver, cowl be mined only on payment of royalty to the crown. 


In England the mining comrmmitics of Cornwall anc Devon were in the 13th 
century chartered ints corporations called the "Stannaries", with broad »owers 
but with tho reservation to the erown of some sort of royalty, Eventually the 
miners and landlords obtained greater vishts at the cxpense of the crewn, and 
gradually the lcasins system uncer private control came into existencc, 


The basic fcatures of the leasin: system in the United Statcs probably 
wore derived from Snosland, Tho policy of leasiug mineral lands in the United 
Otates by the Fedcral Government wis inayzurated under Act of Congress March 
%, 1897, wherein lead-minerel isnds in the Indiana territory (Louisiana 
Purchase) were removed fror sale, with the provisicn that they should be 
leased on an annual rental. Tne leeses were wider the supervision of the War 
Department, Rovelty of ons cighth to cone tenth »ayable in lead or cash was 
domanded, The act provoiznd opposition, so that President Polk, in his first 
messaze to Conzress, Derenbor 1245, recommonde? its repeal, This first attempt 
at leasing mineral lands by the Folercl Governscnt was ebolished in 1&46. 


Although the leasinz of mineral lends by the Government proved unsatisfac- 
tory in the carly deys tne system, under corvorate or individual control, gave 
a tremendous impeturc to metal mininy; in the West. The leasinz system was 
introduced into the mining canms of tue West in 1359 in the Gregory district, 
Gilvin County, Colo. It svrced ravidly to other Western States, and attained 
its greatest devclowment in Colorado and Nevada, 
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Anong tne districts where “lea sing has been a prominent feature in the 
oreration of mines may be sentdoned Cripple Creek, Asnen, Leadville, in Celorads: 
and Surexa, Tonepah, Goldficld, in Nevada, ee other mining carme ceuld be 
cited where leasing has been cmployed at some time in tucir history, but the 
above will indicate that the system has been cn impertant link in the chain 
wiicn forms the stace- Riera ostablishnent of ccmrevcial mining risics, 

4©0 @ noteworthy fcature in worlcia,: old mines where individual miners tale 
chances of matings money under conditions which do not appeal to companics. 


or 


AOVMITAGTS AND DISADVAITAGLUS OF TEASING SYSTEM 
The leasing system is particularly applicable in working old mines whore 
she ore deposits are snall and sccur erratically and the finding of ore is the 
principal difficulty; or where the ore occurs in narrow weins, or bunches, 
ynich must be mined carefully and concentrated by lanc to produce a shipyine 
“r milling grade product. In these cases the leasing system offers advantars 
cormared t) company operations on a days-pay basis. 


| A lessce has a sense of personal possession in part of the minc, and his 
orimarzy aim is to make his lease as ieodnetice as possible. This sense of 
swiership provides a strong mental stimulus and brinzs forth intensifricd 
arfort, since the lessee realizcs that nis success donends on his own skill 
and. labor, By finenciel participation in tic results of porsonal cffort the 
lessae is also willing ia tae Tinencial risizs that the company may not to 


willins to advise, in tho hope of mo'tins a strike, and by so doin; ne is 
secasionally rewarded with succcss, 


The leesse generally wor’ts witn a minimum of capital and consequently 
Gvests his worlting costs of every uncssential item, He is primarily intereste 
e. in profits witi the least possible expensc, and in tnis he is fenerall:y 
were successful then some compnnics which install costly plant equipment be- 
rore cnough ore has been found to justify the cxpensc 


An important featur, of the leasing system from the viewnooint of 
ymanity prosperity is duc to the frct that the lessen is ene ueny Ty, Merub— 
rene by local residents, and any success attained leads tne way to furtno 


LOrt 


Formerly it was considered at least a tacit admission that the-end of 
zinc was in sight whe1 it was throvnm open to Icssees, In recent years, how- 
, some large wmnining companies have employcd leasing as an adjunct to 
sacir regular cperations, As an example, tre ol Tisre ‘mint in Sonore, 
foxiso, producing gold and silver, was forced to mace drastic reductions in 
wices end personnel in 1731, due to relling silver prices. Continued oeretion 
‘782 miuae possible by resorting to the loasing 


ay 


evstem. 


Where leasing is conducted under the general sumcrvision of the manascment 


end wiere care is exercised in the sclection of well-qualified men the systen 
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> Wesley, We A, Te Mexican Gambusino in Dl Tigres Min. and Met, April 1°32, 
Leg 137. 
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vores out more aaehanstenily then the oli method when the lessces vere left 
to their own devices. In the latter cevont cnly the best ore was souged out, 
tne wortcings left in »oor sheoe for future oporations, and eny lovegradc ore 
left behind could be mined only at csnsisereb le Ve OuSe. 


In many mines there is a time when ct least pert of the territory can be 
worked to better advantace by lessces taan by any other method, Two two 
principal reasons ere: First, tne lecis of efficicncey end the expense of 

supervision for small operations distant from the larzer stopes; and second 
fae close attention reouired in muntins and mininz small bunches or stringers 
of ore frequently overloo'-ed or left benind intentionally in the rapid mining 
of larze cre bodics 


at 


An advantage of the leasing system from the proverty owner's viewooint 
is that tre lessee is rosvonsible to the ovmer for damage to the mine, while 
under the days-pay svstom the owner is responsible to his emmloyces. Also, 
tne mine owner is not liable for licns when his prooerty is worked by lessces, 


The leasing syeten hes been condemncd beeruse the contention is made that 
Gevelopment work is ant to be done vrudzinzly and with little ettention to 
subsentient utility. To this Section it may be stated that if adequate suner- 
vision is maintained over the lessees! work there is little reuson why it will 
NOt ‘CONG wy to-co"meny scenderd. 


me argument is elso mace tnat the lessee can afford te mine only nigh- 
orade ore, leaving the lower-zrade materiel that by itself cannot be mined at 
& profit. This objection can be remedied by »vrover adjustment of royalty pay= 


3 


ments on the loweregerecc ores, 
TERMS OF A LEASE 


inere is no standard form of a lunge suitable for all mines, The terns 
of a lcase are varied to euit the ceucitions at onch minc or the ideas of the 
owner and lessee, The elements of a lense mey be swanarisced as follows: 


- Dure ee of lease; Gate of ocsinning, aate cf expiration, and whether 
or re pera tO ees | 
3 = Description wf lease; location and name of pronerty; description of 
leased ground by definite vovnaarics, 
4 Royalty: emount of roynlties and how celevinted; when and how paid. 
5 ~ Manner of wor:rin,, Leoasc,. 


@ = Minimon nonber of worsing snirts required per month by lcssor. 

b= Wuat coustitutes conndomucnt and forfciture of lease, 

‘¢ — Ownerchio of vlant and imorevements made by lessee when lease is 
terminated, 


- Safety of vreriscs. 

~ Disposal of waste. 

~ Proservetion of adjacent varts of mine, ixecpins levels clear, 
timoering and reonirs, stoping near shirt, 


[hs {2 [As 


17440 = Ge 


Google 


I.C. 6774. 


& ~ Minimum dimensions of underground worl:ings, namcly, shafts, 
vinzes andi raises, drifts and crosscuts. | 

h — Underhand stoping, whother or not permitted, 

i - Wor: subject to inspection and direction of company agent. 

i - Where ore is to 3 millea@ or smelted, 

k —~ Bills incurred bzy lessce to be settled prom-tly and vouchers to 
te snown lessor on demrid. 

1 - Subleasing, whetuer or not permitted, 

me- Cwnershin of dumys when lease is surrendered, 
~ Weighing end sampling ore, 
—~ Liability for damages or indebtednoss, 
~ Charges for comvressed air, hoisting, transpoi ‘tation, blacksmith- 
ing, or other eauipment and services furnished by lessor, 


fn 
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IS . 


The principal points of difference in lease contracts aro duration of 
.casec,. size of leased ground, and royalties. 


The duration of the lease is nearly always specified, and it may range 
from 6 months to several years. Leases covering precious metal mines and 
rrospects usually are given for 1 year, sometimes with the vrivilcge of re- 
newal for another year. Occasionally a lcase may be of indcfinite duration, 
but the lessce's operations are confincd to a restricted block of ground. 


Any equitable and practical lcasing system must recognize that the dis- 
sovery of ore involves an exyenditure ef time ana labor so that the lessec 
mast be adequately protected in his contract after a discovery is made, There 
is rarely any objection by the lessor to have the woris continucd as long as 
she lease remains unproductive. Difficulty sometimes arises, however, when 
tre value of tne lease is demonstrated. ae a sugzcstion a good way to deal 
with such e continzenczy would be to date th ease from the time of the first 
enipment of ore, 


There is considerable variation in the size of the blocks of ground 
granted to lessees, Old mines worlrod on the leasing system may be divided 
inte a number of blocks, which are worked by different scts of lessces, he 
¢ize of the blocks may be 100 feet along the stritce of the vcin and the height 
tctween two levels or the entire bloc: of ground between two successive levels. 
sometimes the lessors reserve the right to work blocks of ground immediately 
above or below any new finds made by the lessecs in their e: xplorations. 


An entire mine or prosnect, includinz all tho surface and underground 
ey.zipment, may be leascd, If the mine or prospect is not cquipped with 
machinory the lessee usually is reauired to furnish it, A Yair medium botvnen 
this arrangoment and one wrere the lessor furnishes the caquioment may ds 
arrenged whereby cach party furnisnes part of the equipment. 


BAS é) OF GHOTISMNT (ROYALS LSS 


Ti the: Veasise “cyoven tas Soytlty Forraccnts. the Civiciern cL vle Droriy 
On 2ne Ore: Drodaced,, 10 De tG TAs alwaivesc-or both qatticd to The Cconcrset 25 
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on gouging for hisher grade ores and decreascs tne Icssees incentive to do 
cox Jloration worx, : - . 


Therc naver hns been any attormt at standardization of royalty payments, 
as the problem involves not only variation of the metal content of ores but 
also variable costs of mining, treetment, and transvortation. In consequence, 
royaltics must be acjusted to swit the conditions at cach property. In gencr- 
al, tarec methods are emloved in settling royeltics in mine leasing. Tnese 
are flet royalty, split-checi:, and sliding-scale metiuods of payment. 


_ With the flat royalty method of payment the royalty to be paid is dcter- 
mined largely on the amount of ore availrble and the difficulties of explora- 
tion or development. - Royalties may bc 5 to 30 percent of the assay value of 
tne ore or of the net returns from the mill or smelter. The higher royalties 
usueliy indicate that: lhigh-gsrade.ore exists under favorable conditions for 
mining, while the lower royaltics indicate the reverse. Conditions are so 
variable in different mines that no general rules can be anplied in fixing 
royalties. 


As an illustration of the flat scale method of royalty payments the 
Goldfield district, Nevada, may be cited, This district owed its ranid ex- 
Mansion in its initial stazes of develonment almost entirely to the leasing 
system, and with the cexcoptien of the Combination mince virtually all of the 
ore bodics were discovered vv lessees. The carly leases in the district 
z<enerally ran for 1 year,.anc the royaltics ranged from 20 to 30 percent of 
the returns from the smolter.’’So ‘rich were many of the ore bodies that 
numbers of successful lessees medc fortunes in - fcw weelcs, The original 
=lorence lease produccd 3750,000; the Bowes and Kernick lease on the Jumbo 
property, $500,000; the Reilly lease on the Florence No. 2, $550,000; and 
the Hayes and Monette lease, a gross total of $4,400,000. : 


The silver-gold deposits -of the Tononah district were also prospected 
and developed in the early years by lceses let on a flat scale basis. To 
prove the value of the origsinal discovery in this cistrict, Jim Butler, the 
discoverer, gave a number of leases with a flat royalty of 25 percent based 
on the smelter returns, These leases ran 1 year, and many were very profit- 
able, Ore valucd at $4,000,000 was extracted by lessces before the leases 
expired, It is interesting to note thet all tne leascs given by Butlcr were 
verbal, and even thouzh the vroperty was sold while a number of them were 
still in effect, the verbal contracts made were observed to the letter. 


With the snlit-cheek system of leasing the net returns from the mill 
or smelter are divided cquelly betreen tic lessee and the lessor. In this 
arrangement tht lesser furnishes the ectuipment for mining, explosives, and 
all other supplies necessary, while the lessee furnishes the labor and 
supervision. By the syplit-checlx system the lessees are able to do more 
prospecting and cevelopment wor: than is possible with other methods of 
royalty payment since there is closer cooveration between lessce and lessor. 
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The silit-carecs system is emloycd extensively in subleasing where a 

tare a leass on an entire mine on a flat royalty basis and suc-— 
lease bloc ofS Of ¢ row emaller oneretors, Tne orivsinal lessee usually 
Devices All ics Le : lec, co tnat the sclessec ris:s only his 
tine and j120or,.. Many 62 ssces >refer tne sucbleasins arrancement, 
Even TAoucs Tt onteils 215 vy, because they vrefer to wor’: vith mach- 
ine crilils rather taen zac steel oF otuer Jess © ficient eauinwent, 


An examole of | L2e sylit cnec.: seystem of royalky > naynents practiced in 
the Cripole Cres: cCistrict is desczibec by Neeler.— The Engineers Lease, Inc., 
organized br a grow ot enzineers, octeinec leases. in the Vindicator, Cresson, 
and Portland mines of the (rin ote Orec:c. Aistrict, On reyalty terms @wherchy the 
revurns: from tie. mill were davidce cousliy between the lessee and the lessor. 
ea dag aid equipment were Ternis:icd by tue corpanies, and tae Engineers 
ease furnicned all tne labor, menagement, and enginecring sxill. The svlit-— 
eee ee was carried Tartner in tne division ef tne profits accruins to 
tne Ercincers Lease: tro faftns of the profit is paid to the miners, who in 
addition «cre ;uaranteed o "szrubstaxe"” wase of $1.25 per day, two fifths is 
veid to tue men furnishin;; the capital for »aying the miners, and one firth 
S0CG U0. tie Or enizers Of tne plan, 


In the sliding-scele system of royalty payments the royalties are low on 
the lowere-grade ores and become hizshor with increasing; value of the ore The 
Justification for fixing a retioc between tne value of the ore and tne roj syalty 
is tnat tie lessee can better bear tne nigner royalty on the nizgyner-grade ore, 
Were no slidin; scale adopted’ and ell ores, irresvective of grade, charged et 
an average rovalty, that royalty would be so high as to mace the production of 
lover-srace cres unprofitable to tne lessee, Hence, a low royalty on low 
grado ores stivulates mining this class of ore. An illustration of sliding- 
scale royalty »ayments is as follows: 


Value of are per ton. Royalty » Doymen ) ww percent - 
Uo to $10 “ee : 10 
S19 to $20 pee” 15 
S20 to $40 aa | 2 ee 
SUO to $100 . °°. | 25 
$100 to $240. 2 30 
$eh0 and over | | 59 


With tac aos, Wace oa royaltics vary sreatly in ciffercnt mines, 
The system is perticularly avylicatle where there is cousiderable variation in 
the metal content of the ores, As hich as 95 percent royalty has been aid by 
a lessee on excoptionally rich ore, and the lessee was still able to mace a 
profit. | : 4 * 


A variation of slidinzs-~scale royalty has been emmleyed whereby the por- 
eentaze of the gross value of tne ore is dctermined by ta'ting a fractional 
part of tlic value of the ore. : Thus, if the fraction decided upon is one third 
and the ere assayed $60 per'‘ton, the royalty would be one third cf 60 or 20 


a 


6 Xeeler, Ralph, Uniaue Unemployment Relier, Min, Jour,, vol. 15, no. el, 


19525 Die 0% | 
1740 - 


C2 
1 


Google 


es Wo peee oy dg 

Obviously, if the ore assayed $300 per 
ton the royalty would be one third of 300 or 100 percent, the entire value 
Of the ore, 


To avoid this difficulty provision is made that the royalty does 
mot excced a fixed percentage of the highcer-srade ore, 


percent, equivalent to $12 per ton, 
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